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INDIA — KEY ECONOMIC INDICATORS 


All values in U.S.$ million wiless Exchange rate: U.S.$1.00=Rs.8.20. 
otherwise indicated. Indian fiscal 
year is April 1 to March 31. 

Percent 


1978-79 ae 
B A 
INCOME, PRODUCTION, EMPLOYMENT 


A 
G@WP at Current Prices ($ billion) . 110.22 


GNP at Constant (1970-71) Prices ($ billion) ‘ 64.10 
Per Capita GNP, Current Prices (S$) 5 171.68 
Industrial Production Index (1970=100) = 150.2 
Agricultural Production Index 2 138.3 
(1967/68-69/70=100) 
(million 270 
13.41 


22,418 26,656 : 31,200 
“4-3 0©«(113 13-165 


Wholesale Price Index (1970-71=100) 185.8 185.7 ° 219 
Consumer Price Index (1960=100) 324 331 2.2 358 


5,823 7,357 26.3 8,200 
12,534 12,870 2.7 13,700 
939 1,064 13.3 1,010 
2,392 1,689 -29.4 1,000 
-845 -1,324 56.7 -3,000 
6,553 6,852 4.6 7,600 
781 979 25.4 1,050 
7,398 8,176 10.5 10,600 
779 942 20.9 1,050 


Major imports from U.S. (1978): machinery and transport equipment,293; chemicals, 
206; Oils and fats, 166. Major exports to U.S. (1978): precious and semi-precious 
stones and pearls, 261; wearing apparel and accessories, 146; textile articles, 
139; coffee and tea 98. 


«/ Increased from 13 percent to 16.5 percent effective September 13, 1979. 
icgbel ait Rapital Accomtes Eaiance. 
G/ Calendar year figures (1977, 1978, 1979). 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, Planning Commission, U.S. Department of Commerce, 
World Bank. 





SUMMARY 


Indian gross national product, which grew approximately 
four percent in 1978-79, is expected to decline about 
three percent in 1979-80. The decline was caused by: 

(1) failure of the southwest monsoon and the ensuing 
drought which along with shortages of power and diesel 
fuel are expected to cause a 21 to 26 million MT decline 
in foodgrain production during 1979/80 and a loss of 

otner agricultural production; and (2) increasing stagnation 
in the industrial sector. Industrial production has been 
severely crippled by shortages of power and industrial raw 
materials, transportation and port bottlenecks and labor 
unrest. 


The $1.7 billion deficit initially projected at the time 

of the 1979-80 budget presentation in February is now 
expected to reach $2.5 billion. Drought-related relief 

and welfare expenditures, cost-of-living allowances for 
government employees and compensation paid to the petroleum 
industry for higher crude oil prices are major contributors 
to the expanding deficit. The money supply is expected to 
grow by about 16 to 18 percent compared to 18.8 percent 

in 1978-79. 


A sharp inflationary trend developed in March and continued 
through the summer. The rapid rise in prices was driven at 
first by the projected budget deficit, lagged effect of the 
sharp increase in money supply during the previous two years, 
increased taxes, higher cement, steel and petroleum prices 

and deepening industrial stagnation. Later, anticipation of 

a bad harvest following failure of the monsoon pushed prices 
higher. While wholesale prices began to increase at an 

annual rate of over 25 percent in March, the monthly rate 
declined in late summer and is likely to net out for the year 
at about 18 percent. The caretaker nature of the present 
government has had adverse psychological effects on the economy. 
Moving to curb the rising price trend, the Reserve Bank of 
India raised short-term commercial loan rates from 15 to 18 
percent and increased deposit account rates in varying amounts 
between 0.5 and 1.0 percent. Major financial institutions 
continue to lend at previous rates. 


A rapidly growing import bill, over 40 percent of which is 
accounted for by crude oil, petroleum products and edible 
Oils, will probably push India's trade deficit to a record 

$3 billion this year with imports at $10.5 billion and 
exports at $7.6 billion. Foreign assistance and continuing 
inflows of “invisibles", chiefly remittances from Indian 
workers in the Middle East, are expected to exceed $3.6 
billion, thus covering the projected trade deficit. Interest 
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earnings on the reserves are also a significant contribution 
to the current account. Foreign exchange reserves are now 

at $7.4 billion and are expected to increase to approximately 
$6.0 billion by March 1980. 


Total trade between the United States and India for 1979 

is expected to be roughly in balance at a level of $2.1 
billion. U.S. exporters should pursue opportunities to 
market machine tools; metal working equipment; communications 
systems and equipment; mining, construction and bulk handling 
equipment; petroleum exploration, refining and distribution 
equipment: and textile and leather processing machinery. U.S. 
direct investment in India declined to $328 million by end 
December 1978. While prospects for significant new U.S. 
investment here are not promising due to Government of 

India restrictions on private foreign investors, there are 
occasional opportunities for technical and financial 
cooperation in certain high technology industries and joint 
ventures in high technology particularly sought by India for 
export manufactures, and for joint ventures in third countries. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Gross National Product 


Largely due to the failure of the southwest monsoon and 
ensuing drought in many areas, India's gross national product, 
which increased over 5 percent annually during the period 
1975-76 through 1978-79, is expected to decline about 3 
percent during 1979-80. Widespread loss of crops due to 

the severe drought and an unpromising outlook for rabi crops 
to be harvested early in 1980 are likely to reduce foodgrain 
production by as much as 21 to 26 million MT. The drought 
also depressed jute, sugar cane, some oilseeds and tea 
production. Further, industrial production continues to 
stagnate with anticipated growth at only 2 to 3 percent due 
largely to shortages of critical inputs, especially coal 

and power. The negative growth rate falls considerably 
short of the 4.7 percent annual growth targeted in the draft 
Sixth Plan (1978-83). An annual inflation rate of about 18 
percent is also likely to erode domestic savings and depress 
levels of investment. Consequently, the planned investment 
target of 23.4 percent of GNP for 1979-80 is not likely 

to be realized. India's GNP at current prices in 1979-80 

is estimated to be about $127 billion; per capita income, 
also at current prices, is around $190. According to the 
1979 IBRD World Development Report, India ranked 16th from 
the bottom in per capita income for 1977. 





Agriculture 


An excellent monsoon during the summer and timely rains 

in winter boosted India's foodgrain production in 1978-79 

to 131.37 million metric tons (MT) -- about 4 percent 

above previous year. Rice and wheat production established 
new record levels at 53.8 and 34.98 million MT, respectively. 
Production of commercial crops such as oilseeds, cotton, 

jute and tea scored gains above the previous year but 
Sugarcane production showed a marginal decline. The overall 
growth rate of agricultural production during 1978-79 
averaged about 4.2 percent. 


While 1978-79 was an excellent year for Indian agriculture 
the current year (1979-80) is a disappointing one. Kharif 
(summer) crop production suffered a severe setback and the 
outlook for rabi (winter) crops is not promising either. 

This year, the monsoon began late, progressed slowly and 
withdrew early. Consequently, rainfall was scanty and much 
of the country was dry. The situation was aggravated by 
inadequate supplies of diesel fuel and electric power 

which limited supplemental irrigation. The outlook for 
wheat and other rabi crops based on a post-monsoon assessment 
also does not appear promising. All factors considered, 
there is a growing probability that foodgrain production 

in 1979-80 will fall within the range of 105 to 110 million 
MT (down 16 to 20 percent from previous year). Production 

of most commercial crops is also expected to register a 
decline. While increased application of higher technology 

to agricultural production -- expanded irrigation, fertilizers, 
high yielding seed varieties, and multiple cropping -- have 
made a significant contribution to agricultural production, 
greater use of these modern inputs has simultaneously 
established stronger systemic linkages to and dependence upon 
the industrial sector. Demand for power, fuel and transport 
has accelerated as more inputs are required to raise 
production. Failure of the industrial sector to deliver 
adequate energy and transport, and lack of coordination 
between federal and state governments exacerbated the effects 
of the drought. 


Government-owned foodgrain stocks as of October l, 1979, 

were 20 million MT, including about 11 million MT of wheat 
and 9 million MT of rice. This is sufficient to meet growing 
demand upon the public distribution system and the additional 
requirement for foodgrains under the food-for-work program 
targeted at 2.5 million MT for 1979-80. Domestic procurement 
of rice by government agencies during this year would be 





6 


much below the 6.2 million MT procured during 1978-79. 
Public demand is bringing greater pressure on wheat supplies 
than on rice. Nevertheless, total foodgrain stocks as of 
July 1 next year should be above the 12 million MT set by 
the government as a desirable buffer level. 


industry 


Compared with the corresponding period in 1978, industrial 
production increased by less than one percent during April- 
September 1979. Shortages of power and industrial raw 
materials, railway and port congestion and labor unrest were 
the major contributors to poor industrial performance. The 
monsoon failure, apart from reducing hydroelectric power 
generation, forced diversion of power from industry to 
agriculture to step up irrigation. 


Electrical power generation during the first six months of 

the current fiscal year fell significantly below demand and 

is unlikely to improve during the remainder of this fiscal 
year. Drought in many areas has reduced the growth rate of 
hydroelectric power generation to 5.8 percent during April- 
August 1979. This contrasts sharply with the 24.1 percent 

hydel growth rate for the 1978-79 period, the product of 

four successive good monsoons which filled reservoirs to 
overflowing by last year. A decision by the Orissa state 
government on September 24 to close down ten power-intensive 
industries in order to conserve water in reservoirs is 
illustrative of the acute hydro power shortage affecting 

Many regions of the country. Thermal power generation, 
however, increased by about 7 percent during the same period 
compared to 3.6 percent in 1978-79. This did not however 
close the supply-demand gap for thermal power in many areas. 
Continuing power shortages have forced several states to impose 
power cuts ranging up to 60 percent. The power supply shortfall 
for 1979-80 is roughly estimated at 12 percent of total demand. 
The most seriously affected states have been Bihar, West 
Bengal, Maharashtra, Karnataka, Orissa, Haryana and Punjab. 


Although the Sixth Plan attaches high priority to the power 
sector, actual investments continue to fall substantially 

below targeted levels. While additional capacity of 3,022 MW 
was commissioned in 1978-79, only 1,882 MW of this new capacity 
has actually become operational. Continuing flat coal 
production at around 100 million MT and in particular coal 
distribution is largely responsible for the projected shortfall. 
The effect of power curbs has been to hit with particular 
severity industries dependent on power including aluminum 





7 


and steel, cement, paper, chemicals, petrochemicals and 
(compounding the vicious circle) coal. Given the range 
and intensity of constraints depressing productivity in 
the power sector, the draft Sixth Plan target capacity 
increase of 3,165 MW for 1979-80 appears unrealistic. 


Although the winter months usually bring an improvement in 
power generation and relieve transportation and port congestion, 
growth in industrial production is nevertheless likely to 

reach only 2 to 3 percent for 1979-80 compared to 7.6 percent 
in 1978-79. Industrial capacity therefore will likely remain 
significantly underutilized. This is particularly true of 
industries such as iron and steel, aluminum, cement, engineering 
products, and certain public sector heavy industries such as 
National Instrumentation, Bharat Heavy Plates and Vessels and 
Mining and Allied Machinery Corporation. Production in these 
industries will therefore likely fall significantly short of 
Plan targets for this fiscal year with concomitant spread 
effects depressing industrial production as a whole. 


Stagnating coal, cement and steel production during the first 
half of 1979-80 caused Indian railways to reduce the goods 
traffic target from 222 million MT to 204 million MT. In 
1978-79, the railways moved 205 million MT of freight. Rising 
expenditures, especially coal, diesel fuel, and additional 
cost of living allowances and bonuses to all railway employees, 
are likely to reduce railway earnings markedly in the current 
fiscal year. 


Labor Unrest 


Preliminary data on industrial relations indicate that 22.47 
Million man days were lost during January-June 1979 compared 

to 14.92 million in the corresponding 1978 period, or slightly 
more than 21.51 million man-days lost during the entire 
calendar year 1978. Of the 22.5 million man-days lost, the 
West Bengal jute industry strike accounted for about 56 percent; 
strikes by textile workers in south India, and Andhra Pradesh 
coal miners accounted for 28 and 7 percent, respectively. 

Total man-days lost during 1979 may exceed 30 million. 


On November 13, the GOI announced a productivity based bonus 
payment scheme for railway workers, thereby averting a 
threatened railway strike. The scheme is to be extended to 
Post and Telegraph and civilian Defense Department employees. 


The combined impact cf drought and poor industrial performance 
is likely to have a pronounced depressing effect on employment 
generation during the current fiscal year. Creation of 
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6.06 million initial additional jobs, the 1979 annual 
plan target, therefore seems unrealistic. 


Fiscal and Monetary Developments 


Apart from its depressing effect on agricultural and 
industrial production, the monsoon failure is also aggravating 
India's fiscal problems. Additional expenditures for relief 
and welfare measures in several drought-affected states 

have significantly increased budget expenditures. The food- 
for-work program will be augmented by an additional one 
million MT of foodgrains costing about $180 million and food 
and fertilizer subsidies will increase by an estimated $300 
million. Increased cost of living allowances and social 
security benefits for GOI employees, estimated at about 

$250 million, combined with revenue losses estimated at 

$430 million resulting from the GOI decision to compensate 
the petroleum industry for the latest world oil price 
increase, will also contribute substantially to the growing 
budget deficit. These increased negative flows, however, 
are expected to be offset somewhat by modest GOI efforts 

to reduce administrative expenditures and increased ad valorem 
tax revenues in a period of rising prices. The budgetary 
deficit is nevertheless apt to reach $2.5 billion compared 
to $1.7 billion initially contemplated in the February 1979 
budget. 


While growth of the money supply during April-October 1979 
was 5.2 percent, and virtually the same as during the 
corresponding 1978 period, the annual money supply growth 
rate will likely reach 16-18 percent by March 31, the end 
of the Indian fiscal year. Concerned with growing 
inflationary pressures, the Reserve Bank of India (RBI) 
moved to curb loans for low priority industries and to 
discourage extension of credit that might be used to 
speculate in scarce commodities. It raised short term loan 
rates for commercial banks from 15 to 18 percent and increased 
bank deposit account rates by varying amounts between 0.5 
and 1 percent. Although some business community observers 
contend that the RBI credit restrictionsare depressing 
investment and production, major financial institutions 
continue to lend at previous rates and firms seeking to 
sustain or increase productive capacity continue to have 
access tc financing. RBI credit curbs are thus likely to 
restrain speculators, not legitimate investors. 





Prices 


The current inflationary trend began following presentation 
of the 1979-80 general budget in late February. During the 
first half of the current fiscal year (April-September), 
prices rose on average about 2 percent per month compared 
to the corresponding period of 1978. The rising trend of 
prices was stimulated by (1) imposition of excise taxes 

on a wide range of commodities, (2) increased steel, cement 
and coal prices, (3) a sharp increase of petroleum product 
prices responding to the latest increase in world crude oil 
prices, (4) inflationary expectations, and (5) the fall of 
the Government in July and the caretaker nature of the 
present government which will continue at least until elections 
scheduled for January, 1980. 


The rate of price increases, however, will likely decelerate 
to around one percent in the second half of the fiscal year, 
bringing the average annual inflation rate down to approxi- 
mately 18 percent, compared to a marginal price decline of 
0.05 percent registered during 1978-79. Deceleration of 
price increases will result largely from bringing kharif 
crops to market, RBI commercial credit curbs aimed at 
preventing speculation in scarce commodities, and increased 
efforts by state governments to crack down on hoarding and 
black marketing. 


Accompanying the general wholesale price increase, the 
consumer price index (1960=100) rose sharply from 332 in 
March 1979 to 363 in September and is expected to rise 
further, although at a slower rate. The GOI is preparing a 
new consumer index based on 1971=100. The 1960=100 index 
is outdated; the food component, for example, is now too 
heavily weighted. 


Balance of Payments 


The GOI has made a number of adjustments in import licensing 
regulations. Additional selected items, particularly capital 
goods, have been brought under the "open general license" 

but new items have been added to the "banned" and "restricted" 
lists. The effect, however, is a continued modest liberali- 
zation of what has been before 1977-78 a very restrictive 
import policy. Though GOI officials and Indian businessmen 
continue tc complain about perceived protectionist policies 

in industrialized countries, there is no sentiment favoring 

a retaliatory reversal of what limited liberalization has 
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taken place. The GOI continues to extend cash subsidies 
to exporters to give Indian products a comparative 
advantage in foreign trade. 


India's trade deficit is likely to more than double reaching 
a record of $3 billion this fiscal year with imports at 
$10.5 billion or more and exports around $7.6 billion. This 
is only slightly higher than the $2.8 billion deficit 
envisaged in the 1979-80 annual plan. The projected trade 
gap will result from a substantial increase in the price 

of fertilizer and petroleum product imports. The value of 
petroleum imports this fiscal year is likely to be about 
$3.5 billion and edible oils about $l billion. Fertilizer 
imports are likely to be about 25% higher. India will also 
be importing cement, aluminum, copper and rubber. At the 
same time exports of engineering goods declined 2] percent 
in the first six months of this fiscal year compared to 
the same period last year. In 1978-79 this leading dynamic 
export sector accounted for over 12 percent of total exports 
and grew at almost 25 percent per annum from 1970-71 to 
1978-79 compared to a growth rate for all exports of 17.6 
percent during the same period. Shortage of basic inputs 
such as pig iron, steel and power as well as congestion and 
chaotic labor conditions in the ports and insufficient 
shipping capacity led to a pronounced backlog of export 
orders. Jute exports in particular have been a victim of 
port conditions, leading to a shortage, doubling of prices 
of processed jute and some desperation on the part of | 
importers abroad. Though export prospects for some items 
such as tea, leather, and leather products are reasonably 
good, prevailing industrial stagnation, credit curbs, and 
increased domestic demand seriously dampen the overall 
prospect for exports. 


Despite an expected record trade deficit, India will probably 
continue to enjoy a comfortable balance of payments and 
foreign reserves position. Foreign aid and continuing inflows 
of “invisibles", particularly remittances from Indian workers 
in the Middle East and other foreign countries, will fill 

the payments gap. Although there are press reports that 

the flow of remittances is ebbing, it is expected to exceed 
$1.0 billion in 1979-80. Foreign exchange earnings from 
tourism were estimated at $400 million in 1978, up 16.6 
percent over 1977. Gross foreign aid disbursement in 1979-80 
is estimated at about $2 billion while debt service payments 
will run about half this amount. Aid in the pipeline is 
expected to go down from 25 percent of the total in 1978-79 
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to 19 percent this year. The Ministry of Finance 
indicates that the net aid flow this year may double 
last year's level. 


Total foreign exchange reserves excluding gold as of 
November 2, 1979, are estimated at $7.4 billion, up 15 
percent over tne comparable 1978 period. Foreign exchange 
reserves are estimated to reach about $8 billion by the 
end of March 1980, equal to about nine to ten months of 
expected imports. 


IMPLICATIONS FOR THE UNITED STATES 
Trade 


Bilateral trade between the U.S. and India in 1979 is expected 
to reach about $2.10 billion compared to $1.9 billion in 

1978 and is projected to be essentially in balance. For the 
period January-September 1979, U.S. exports to India amounted 
to $836.4 million and imports were $816.2. 


The GOI has continued its policy of gradual import liberalization. 
U.S. manufacturers and suppliers have been able to compete 
effectively in high technology areas and capital goods. The 
public sector and large scale government projects have generated 
most of tne demand for imports as the private industrial sector 
has remained generally sluggish due to power shortages, labor 
unrest, transport bottlenecks, lack of raw materials, and 
depressed demand in many areas of the economy. 


American firms have done well in certain high technology areas. 
U.S. companies won the contracts to built the communications 
satellite and supply the major components of the earth ground 
stations. Offshore oil and gas exploration equipment, 
including the drilling and production rigs, continue to be 
supplied primarily by American firms. In the rapidly growing 
markets for mid-size and large scale computers as well as 
sophisticated computer peripherals, American companies have 
carved out a dominant position which far outstrips the next 
closest competitors. Sales have also been impressive in 
industrial process controls, specialized heavy earth moving 
equipment, sophisticated machine tools and metalworking 
equipment, medical and health care equipment, and printing 
machinery. 
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On the agricultural side, the U.S. is a major supplier 
of fertilizers and soybean oil. In a fairly recent 
development the U.S. is now exporting almonds, raisins, 
and pistachio nuts to India. In addition, small amounts 
of tallow are imported from the U.S. 


Overall, U.S. export prospects in India appear to be good 
during 1980 especially in the public sector as long as the 
Government of India continues its relatively liberal import 
policy and the balance of payments situation remains strong. 
U.S. exporters and suppliers should focus on major 
Opportunities: 


-- Communications - a comprehensive GOI program is 
underway to improve satellite and terrestrial 
communications with electronic exchanges, more 
exchanges, improved telephone receivers, etc. 


Fertilizers - construction will begin soon on 
four fertilizer plants using natural gas from the 
Bombay High offshore field as feedstock with an 
additional six plants to be added later. 


Railways - a major IDA financed program is commencing 
to modernize the railway workshops with the latest 
macnine tools and the railways may also computerize 
control over ticketing, management functions, and 
wagon movements. 


Mining - improvements involving machinery and 
techniques will be taking place in the mining industry, 
especially coal mining. 


Oil and gas exploration - new fields have been 
discovered off the western shore (Bombay High) and 
exploration is starting again off the eastern shore. 


Computers and computer peripherals - Government 
organizations, especially Defense, have substantial 
requirements for medium and large computers as do 
certain industries in the private sector. Domestic 
production of computers has been limited thus far 
to mini-computers leaving wide open the markets for 
the larger computers. 


Other prospects - industries such as industrial 
process controls, large scale cement plants, printing 
equipment, certain electronic components, and medical 
and health care equipment offer good prospects. 





Investment 


U.S. direct investment in India (as calculated by the 
U.S, Department of Commerce) amounted to $328 million 

at the end of 1978, down from $337 million in 1977. The 
process of equity dilution by foreign firms, including 
U.S. companies, under the GOI Foreign Exchange Regulation 
Act (FERA) has been largely completed except for the 
foreign pharmaceutical companies which are treated 
separately, In most instances equity dilution under FERA 
was accomplished by increasing the number of shares 
outstanding and the overall capitalization of the company 
with the amount of equity of the U.S. firm unchanged. Thus, 
in 1977 and 1978 FERA did not result in any substantial 
reductions of U.S. direct investment. 


The Government of India is interested in acquiring the 
latest technology, principally through license agreement, 
and is not seeking foreign investment except as a means of 
gaining foreign technology, promoting export industries, 

or assisting priority domestic sectors. The result is 
little new U.S, investment in India although a new $10 
million automotive bearing plant was recently inaugurated 
with a 40 percent investment by an American company and a 
plant to manufacture marine engines will be on stream shortly 
with a 25 percent U.S, direct investment. However, given 
the policy of the GOI toward investment, no dramatic surges 
in U.S. investment are predicted, U.S. businessmen do have 
limited opportunities for technical and financial joint 
ventures with Indian partners in certain high technology 
industries, in collaborations for export, and for projects 
in third countries. 
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